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Abstract
Corporate tax haven nations are infamous for offering corporations lower tax rates so that
they can operate at lower costs and increase their profits. How the tax policies of tax havens
impact the citizens of those nations is seldom discussed. This paper aims to determine if the
policies undertaken by tax havens to increase foreign investment benefit the welfare of the
citizens of those nations in terms of employment rate. Using a small preliminary sample of
havens and non-havens, an inverse relationship is observed between corporate tax rate and
foreign direct investment, and corporate tax rate and employment. A larger sample was used to
run a regression between unemployment and our other variables, and no significant relationship
was observed. The lack of a relationship shows that lowering corporate tax rates with the intent
of increasing foreign investment in tax haven nations will not have an impact on employment
levels in that nation.
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Introduction
Offshore financial centers (more commonly known as tax havens) have built themselves
a negative perception that has been highlighted in recent years by journalistic exposures of
financial records such as the release of the Panama Papers (Fitzgibbon, 2022). Much of the
activity revealed in these records pertains to the management of personal wealth, but the debate
over what to do about tax havens has often focused on the use of offshore financial facilities for
corporate tax avoidance.
Secrecy and complexity play a large role in tax avoidance, but the basic mechanics of
corporate tax havens is clear. As one standard definition puts it:
[these] countries offer low tax rates in the belief that, by doing so, they attract greater
investment and economic activity than would otherwise have been forthcoming.
Countries with low tax rates permit investors to retain most of their locally earned pre-tax
income; other considerations equal, therefore, countries with lower tax rates should be
expected to offer a broader range of attractive opportunities, and therefore draw larger
volumes of foreign investment, than countries with higher tax rates (Hines, 2008).
Thus, from one point of view, countries that intentionally lower their lower tax rates for
corporations are simply competing with other nations for foreign direct investment (FDI) which
is defined as cross-border investment in which a foreign entity establishes or invests into a longlasting enterprise in another nation (OECD iLibrary, 2022). When given the opportunity to
establish headquarters in a region with lower tax rates, many international entities would take
advantage of this opportunity since it is an easy and effective way to reduce the amount of taxes
they pay and therefore increase profits. So much so, that out of the largest two hundred
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international companies in the world, about 90% of them have some presence in a tax haven
(Oxfam International, 2019).
The negative perception of corporate tax havens comes from the idea that some nations
are missing out on important tax revenue from these corporate entities that have moved their
headquarters from their nation to another, tax-friendly nation (Oxfam International, 2019;
Fitzgibbon and Hallman, 2020). Tax havens also have a reputation of permitting or even abetting
criminal activity, with wealthy individuals and corrupt corporations hiding or funneling money
through them to evade taxes and launder illegally earned money. While this can be true, when
nations create tax-friendly environments, it can help to foster development of industries within
those nations, and some research suggesting they can have a positive impact on the economies of
surrounding nations (Hines, 2004).
One thing that is rarely discussed in the mainstream media is how, if at all, tax havens
benefit the actual citizens of those nations. The decision by a government to lower their tax rates
for corporations might have very few immediate direct effects on the nation’s citizens since they
pay different taxes, such as personal income tax which is taxed at a different rate. But when
corporations begin to move their operations to tax havens to avoid high corporate tax rates, and
international investors begin investing in entities in these nations, it becomes more likely that
these citizens would experience at least some sort of change in welfare.
The question that this research seeks to answer is, “Does foreign investment in a nation
due to their low corporate tax rate or tax haven status, improve the quality of life for the citizens
of that country?” A deep dive into foreign direct investment data, corporate tax rates, and
unemployment data will be used to determine if there is a relationship between these variables. If
a positive or negative relationship is observed, it could show that becoming a tax haven can have
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positive or negative impacts on the employment levels of the citizens of that country. If no
relationship is found, then it would show that a tax haven’s corporate tax rate or foreign direct
investment has a minimal impact on the nation’s unemployment level. This research builds on
multiple previous works exploring the downfalls and benefits of tax havens on nations; it will
make it possible to identify what policy implications are indicated by its results.
Literature Review
The literature on tax havens and foreign investment is extensive, with many authors
searching for relationships between employment and foreign investment, as well as determining
effects of both on other factors.
Dharmapala and Hines (2009) examines factors that influence nations to become tax
havens. This paper gives a good understanding as to what a tax haven is and gives a list of the
top tax havens in the world. This paper uses data from 37 different international, non-profit,
private, and university datasets, specifically related to the gross domestic product (GDP) of the
nation, and the governance quality of the nations. The authors find that nation’s that are small,
affluent, and have a high quality of governance are the most likely to be considered tax havens.
Inflows of foreign capital are categorized under two headings: FDI and FPI (foreign
portfolio investment). Humanicki et al. (2017) explores the relationship between FDI and FPI
and whether they are similar enough to be considered substitutes, or if they should still be
considered independent measures of capital flows. FDI and FPI data is collected only from
Poland and analysis is conducted for the years 2002-2013. Previous literature cited in this paper
claim FDI to be a longer-term investment with the intention of growing the nation’s GDP while
FPI is considered to be “hot money” and is more liquid. The authors find that there is a strong
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and significant substitutability between the two variables. While this analysis is only preliminary,
it is still interesting since FDI and FPI have generally been treated as two distinct flows.
Wu, Li, Selover (2012) attempts to explore the effect a nation’s governance environment
has on foreign direct and portfolio investment. The paper focuses on three different levels of a
nation’s governance, “rule-based,” where people rely on laws and government regulations,
“relation-based,” which is more informal and relies more on public laws and informal networks,
and “family-based” governance environments, which have a very low level of generalized trust
within the community at large. The authors use data from the World Bank, International
Monetary Fund, Freedom House, and the World Value Survey. The study determines that
family-based and relation-based countries tend to attract more FDI as opposed to FPI since
investors try to be more involved in the management of their investments in these nations. While
there are many other variables at play, governance environment is determined to be an important
factor in the type of foreign investment that a nation attracts. Since according to Dharmapala and
Hines (2009) tax havens are generally well governed, it makes sense that these nations are more
likely to be bringing in large amounts of FDI.
Sahu (2021) examines how foreign direct investment can impact a developing nation’s
economic growth. The paper uses data collected from the United Nations Conference on Trade
and Development and the World Bank for 45 developing nations for the period 1990-2014. The
authors determine FDI to have a significant positive impact on the economic growth of
developing nations and that it is more important for these developing nations than it is for
developed nations. They also find that the two key factors behind the economic growth of
developed countries are the natural recourses available and the quality of the political regime.
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This paper does not examine factors of growth or improvement for individual citizen’s welfare,
only for growth of the nation’s economy.
Levine (2012) explores the relationship between economic growth and unemployment,
unemployment during post-war periods, and the outlook for unemployment in the United States.
This research finds that there is little to no relationship between these two variables in the short
run, but in the long run there appears to be an inverse relationship between GDP growth and
unemployment. The author relates this to a very famous and well-accepted concept in economics
known as Okun’s Law. Okun’s law states that there is a negative relationship between a nation’s
unemployment rate and its real economic growth rate. The general rule of thumb for this law is
that a 1% decrease in unemployment is associated with real GDP growing at a 2% faster rate
than the potential GDP (Sharkey, 2022).
Johnny, Timipere, Krokeme, & Markjackson (2018) uses data from The Central Bank of
Nigeria, the National Bureau of Statistics, the World Bank and other secondary sources from the
years 1980-2015 to try and determine if foreign direct investment or capital formation has an
impact on unemployment in Nigeria. The authors determined that FDI has a negative but
insignificant impact on unemployment, and capital formation has a significant positive
relationship. Other variables that were observed in this study include exchange rate, trade
openness, interest rate, and total factor productivity. This paper is only a preliminary analysis
since Nigeria is the only nation examined.
Singhania and Saini (2018) investigates the determinants of FPI in both developed and
developing nations. The study uses Bloomberg panel data from 19 countries from the years
2004-2013 to determine which factors have the strongest impact on FPI. Factors observed in this
study include FPI as a percent of GDP, GDP growth, imports to reserve ratio, interest rate
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differential, trade openness, freedom index, stock market index, US stock market index, and
exchange rate. For developed nations it was found that interest rate differential, and the stock
market performance of the host country as well as the US played a large role in determining FPI
flows, while for developing nations their freedom index, trade openness, interest rate differential,
and stock market performance were the largest factors in determining FPI inflows.
Rose and Spiegel (2006) use data from the Coordinated Portfolio Investment Survey from
2001 and 2002 to explore how tax havens impact their surrounding nations. Some believe that
offshore financial centers can have a negative impact on their surrounding economies due to the
fact that local investments from those countries may be funneled into the tax haven in the form
of foreign direct investment. With lower levels of domestic investment, the economies of these
neighbor nations could end up being worse off. This paper finds that being within proximity of
an OFC will lead to a more competitive banking sector for the local economies and can be
beneficial for nearby nations. This paper does not deeply explore how tax havens impact the
welfare of their own citizens.
Hines (2004) explores the economic success of tax havens and how economies with low
corporate tax rates have performed. Data used in this paper comes from the Bureau of Economic
Analysis and Penn World Tables. The paper suggests that tax haven economies have performed
very well and have even stimulated economies of neighboring nations. The paper cites Ireland as
being a nation that has gone from a low-income nation to a very prominent nation after bringing
in large amount of foreign investment. The authors also find that both GDP and GNP grow at a
much faster rate for tax havens than for non-tax havens of countries of similar size. Interestingly,
the paper finds that government spending is about 10% lower in tax havens than it is for nations
of similar size.
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Data and Methodology
The data for this research was taken from several different databases. All the foreign
investment data was retrieved from the International Monetary Fund’s database “Balance of
Payments and International Investment Positions Statistics.” This dataset provides extensive data
on Balance of Payments (BOP), International Investment Positions (IIP), and other financial data
for IMF nations. Unemployment data was drawn from the World Bank and is calculated as a
percentage of the total labor force in that nation. The data for the control variables in the second
set of regressions was also drawn from the World Bank. The largest source for the corporate tax
rates was a report on national and local corporate tax rates put together by Deloitte, a
multinational tax, audit, and consulting firm.
The process of selecting tax havens for this research was a little more complicated since
there was a variety of factors at play. The main resource used to select the nations was the
“Offshore Financial Centers IMF Background Paper” (2002). This paper was prepared by the
Monetary and Exchange Affairs Department and seeks to give background information on these
offshore financial centers and in doing so identifies a well-researched list of offshore financial
centers. The list is split into 3 groups. Group I consists of OFCs that are highly cooperative with
international standards, Group II are OFCs that fall below their international financial standards,
and Group III being OFCs in which there is no attempt to adhere to any set of standards.
While the IMF list is a great start, it is not perfect. Many of the nations and territories on
the list are not IMF members or are regions under the control of another nation. Because of this
some of them do not have the necessary data available and could not be used for this research.
The goal for the regression was to collect data for ten nations in order to perform an exploratory
or diagnostic test of this paper’s assumptions. Four of the eight nations in Group I, (Ireland,
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Luxembourg, Singapore, Switzerland) were selected since they are all IMF members with the
proper data available. Bahrain, Cyprus, Mauritius, Panama, and Seychelles were listed in Groups
II and III, and since the necessary data was available for these nations, they were also selected.
The 10th nation that was used in the regression, Georgia, was selected due to its low corporate
tax rate, as well as the consensus among experts that it is a tax haven (Offshore Protection,
2022).
A group of non-haven nations was also selected as a control group to compare against the
tax-haven group. The 10 non-haven nations selected were based on their national corporate tax
rate, taken from the report from Deloitte on 2022 Corporate Tax Rates. All non-haven nations
selected had a national corporate tax rate of at least 25% and have a wide variety in both
geographical location and economic size. The nations selected for this group were Austria,
Belgium, Bolivia, New Zealand, South Africa, Columbia, Brazil, Dominican Republic, Australia,
and Argentina.
The first step in the analysis of this data began with taking a subset of the data and seeing
if there were any emerging patterns that could guide subsequent research or analysis. A twin-axis
scatterplot was constructed with foreign direct investment and unemployment rate as the vertical
axes and corporate tax rate as the horizontal axis. Switzerland, Ireland, and Luxembourg were
selected out of the tax haven nations. Austria, South Africa, Columbia, and Brazil were selected
out of the non-haven nations.
Following this scatterplot, OLS regressions were used for the next step of this research,
and they were ran using Microsoft Excel. In the first regression that was run, unemployment was
the dependent variable with foreign direct investment and corporate tax rate being the
independent variables. The observations for this regression were the 10 tax haven nations. The
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second regression that was run used non-haven nations as the observations, to try and determine
if haven nations had stronger or weaker results compared to non-havens. After observing the
results of these first two regressions, two more regressions were run with more control variables
to try and see if more variables would have an impact on the results at all. The variables that
were added for these regressions include: GDP per capita, total government expenditure, net
government lending/borrowing, and total investment as a percent of GDP. These were the
variables selected since they are known to be variables with an important impact on the
economic development of nations.
Results
The first graph produced (Figure 1) was a double axis scatter plot, showing the
relationship between FDI and corporate tax rate on the left-hand axis, and unemployment rate
and corporate tax rate on the left-hand axis. Since this graph was not a regression and was only a
preliminary look into this relationship, the full set of nations was not used. The figure shows that
there exists a negative relationship between FDI and corporate tax rate. The equation for the line
of best fit is (y = -101,019.33x + 3,690,423.83), indicating the negative relationship is strong.
This relationship is not surprising since investors are much more likely to invest in businesses
where they pay less in taxes on their profits, so nations with lower corporate tax rates would be
expected to see high levels of foreign investment. The scatterplot also shows a positive
relationship between unemployment and corporate tax rate with the equation for the line of best
fit being (y=0.4637x – 0.3664). This is very interesting since it could mean that having a lower
corporate tax rate can lead to a nation having a lower unemployment rate. Lower unemployment
is indicative of a stronger economy and a population that is better off financially, which
confirmed that, there was strong reason to move forward with the regression.
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The first two regressions (Figures 2 and 3) were run with unemployment rate as the
dependent variable and corporate tax rate and foreign direct investment as the independent
variables. The results were as follows:
Tax Havens:
Unemployment = 3.270666739 -0.00000049568 (FDI) + 0.219144 (corporate tax rate)
Adjusted R2: 0.133252252
Non-havens:
Unemployment = -6.3848994 -0.000004513 (FDI) + 0.5919705 (corporate tax rate)
Adjusted R2: -0.1760617
Both regressions yielded miniscule coefficients for FDI and very small coefficients for
corporate tax rate. This shows that a change in either of these variables would have an extremely
small effect on the unemployment rate of each country. The results are especially small for the
group of tax havens, meaning that there is even less of an effect in tax havens than there is in
non-havens. The adjusted R2 values are also extremely small, indicating that these independent
variables are not strong variables for explaining unemployment. The p-values for all the
coefficients are very low, showing that the values are not statistically significant.
The second two regressions (Figures 4 and 5) were the regressions that included the
additional control variables (GDP per capita, total government expenditure, net government
lending/borrowing, and total investment as a percentage of GDP). The results for these two
regressions are as follows:
Tax Havens:
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Unemployment = 3.9313594 + 0.000003329 (FDI) + 0.05244747 (corporate tax rate) – 0.000184
(GDPPC) + 0.0967244 (government expenditure) + 0.3781646 (net government lend/borrow) +
0.1140272 (total investment)
Adjusted R2: 0.0045868
Non-Havens:
Unemployment = 106.4868226 + 0.00000867327 (FDI) – 0.946561308 (corporate tax rate) +
0.0000858968 (GDPPC) - 0.579025777 (government expenditure) + 1.692390247 (net
government lend/borrow) - 2.284008795 (total investment)
Adjusted R2: -0.155706847
These regressions resulted similar in similar outcomes, in that the coefficients for FDI
and corporate tax rate are both small and statistically insignificant. The adjusted R2 is again small
and indicates these variables do not have a strong impact on unemployment. Even with more
control variables, based on these regressions it appears that foreign direct investment and
corporate tax rate do not have significant impacts on the unemployment of tax haven nations.
Discussion and Conclusions
The original motivation behind this paper was to try and determine if the citizens of tax
haven nations see benefits from a nation’s tax haven status and the foreign investment that comes
with their investor-friendly tax structure, or if benefits are limited to the government entities and
foreign corporations. While the first graph that was created showed some evidence of there being
a loose relationship between nations with low corporate tax rates, and unemployment, the results
of the regression show that there is no positive or negative relationship that exists between
unemployment and corporate tax rate or foreign direct investment. Based upon this, it can be
determined that when a nation lowers their corporate tax rate with the intent of bringing in
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foreign capital, it may not necessarily improve the welfare of the citizens of that nation, at least
in terms of employment rate.
While this research has important implications about tax havens, there are limitations to
what was able to be done and the conclusions that we can draw. The sample of tax havens
observed was limited to only IMF nations, limiting both the number of observations as well as
which tax havens were available to be observed. There are tax havens such as the British Virgin
Islands and the Cayman Islands which are technically considered territories of Great Britain and
are not independent nations. These jurisdictions did not have the necessary data available, so
they were not included in the regression, even though they are very important tax havens. There
are also limitations since tax havens can bring in capital in other ways besides foreign direct
investment. While it was determined by Humanicki et al. (2017) that foreign direct investment
and foreign portfolio investment can be considered substitutes, it still could have been interesting
to observe FPI, or other forms of foreign capital, to see if there are capital flows that are more
important than others.
Further research on this topic is necessary to determine whether or not lowering the
corporate tax rate is beneficial for the citizens in other ways. Employment level is a good metric
to start with, but there are other ways to measure people’s overall welfare. Some other factors of
citizens’ welfare that could be observed include poverty rate, happiness index, and educational
attainment. By understanding how other factors such as these respond to foreign investment, one
would be able to get a better sense of just how important FDI is to citizens’ overall welfare.
Other research should also be done to determine how governments of tax haven nations
use the tax revenue that is brought in through their tax-friendly policies. It would be interesting
to see where this revenue is being allocated and could provide an interesting look into a
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government’s motivation for becoming a tax haven. While it is likely that different tax haven
nations would increase government spending in different sectors based on the specific nation’s
economy and their needs, it would be interesting to observe if there are any consistencies in
where the increase of tax revenue was being spent. This research could also reveal which tax
havens are spending their tax revenue on things beneficial to their citizens, such as education or
social services, and which are spending the revenue on things that do not benefit their citizens,
such as government salaries or defense spending.
An important question to ask while looking at this research is “What policy
recommendations can we make based on these findings?” This is a difficult question to answer
since there isn’t necessarily a policy currently being addressed in this research. Since it was
determined that the amount of foreign investment a nation receives doesn’t have an impact on
the employment levels of nations, it could be beneficial to enact a policy in which a percentage
of tax revenue from foreign businesses are reallocated to create new jobs for the local population.
This could be through generating more infrastructure, building more schools, or giving stimulus
money to local businesses to promote employment. This kind of policy would help to ensure that
the benefits of being a tax haven nation are not exclusively kept to the government and foreign
investors. There is no reason that the people of tax haven nations shouldn’t see benefits from the
large amount of foreign capital coming into the country.
Overall, this research continues to explore tax havens and their impact on society. Even
though the regression found no significant relationship between unemployment, corporate tax
rate, and foreign direct investment, this is still indicative of an important discovery. Without a
relationship present, it raises the question “What benefit do lower corporate tax rates have on the
people of tax haven nations?” If unemployment levels are not directly impacted by the tax
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strategies of tax havens, then further research should try to uncover which ways they do benefit
the people, if at all. Tax havens will continue to be an important factor in the world’s economic
discussions, and whether that discussion is positive or negative relies heavily on how their
policies impact the people who live and work within their borders.
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Figures

Figure 1: Double axis scatter plot showing FDI and Unemployment against Corporate Tax Rate
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Figure 2: First regression of tax haven nations
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Figure 3: First regression of non-haven nations
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Figure 4: Regression of tax haven nations with extra control variables
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Figure 5: Regression of non-haven nations with extra control variables
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